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Economic  Impact  Report  of 
Extending  the  Tourist  Hotel  Conversion  Ordinance  for  an  Additional  6  Months 

File  No.  061536 


Proposed  Ordinance  Main  Features 

•  Extends  the  moratorium  on  conversion  of  tourist  hotel  rooms  to  condominiums  for  an 
additional  6  months  from  the  initial  date  set  by  a  sunset  provision  (Section  41 F. 5  of  the 
San  Francisco  Administrative  Code)  from  February  17,  2007  to  August  17,  2007. 

•  Leaves  other  provisions  of  the  moratorium  intact. 
Summary  Findings 

•  If  passed,  the  ordinance  would  have  an  adverse  impact  on  hoteliers  applying  for 
conversion  and  condominium  buyers,  neutral  to  moderate  adverse  fiscal  impact  on  City 
government,  and  only  a  neutral  impact  on  the  citywide  economy  given  the  limited 
duration  of  the  ordinance  extension. 


January  5,  2007 


Executive  Summary 


Stakeholder 

Qualitative  Net  Benefit  Ranking 

Extreme 
Adverse 
Impact 

Moderate 
Adverse 
Impact 

Neutral 

Moderate 
Favorable 
Impact 

Extreme 
Favorable 
Impact 

City  Economy 

— 

Hotelier  Applying 
for  Conversion 

Condo  Buyers 

Employment 

City  Government 

Conclusions 

The  six-month  extension  of  the  Tourist  Hotel  Conversion  ordinance  would  have  neutral 
impact  on  the  City  economy  and  employment.  It  would  however  have  a  moderate  adverse 
impact  on  hoteliers  wishing  to  apply  for  conversion,  as  well  as  a  neutral  to  moderate  adverse 
impact  on  prospective  condominium  buyers.  Additionally,  the  ordinance  may  potentially  have 
neutral  to  moderate  adverse  impact  on  City  government's  opportunities  for  revenue 
increases. 
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Economic 
Scorecard 

If  Proposal  Passes:  Extend  Moratorium 

Status  Quo:  Moratorium  Expires 

City 
Economy 

Neutral 

•  Extending  the  moratorium  on  hotel 
conversions  to  market-rate  condominiums 
for  six  months  from  the  current  sunset  date 
is  projected  to  have  no  material  economic 
impact  on  the  citywide  economy. 

•  Moratorium  would  expire  in  February  2007. 

•  Hotel  conversion  applications  might  occur, 
howpvpr    r.urrpnt    San    Francisco  hotpl 
industry  trends  do  not  seem  to  indicate  that 
conversion  opportunities  would  be  nearly 
as  attractive  as  compared  to  during  the 
prior  downturn  (see  Appendix  A). 

Hotelier 
Applying 
for 
Conversion 

Moderately  Adverse  Impact 

•  The  timing  of  the  proposed  moratorium 
extension  on  large  hotel  conversions  may 
affect  potential  applications  for  full 
conversions,  even  though  current  market 
trends  in  the  hotel  sector  would  suggest 
few,  if  any,  applications  for  conversion 
over  the  next  six  months. 

•  Further  delays  in  large  tourist  hotel  partial 
conversion  applications  may  cause  some 
hoteliers  to  delay  their  opportunity  to 
stabilize  or  diversify  their  cash  flows  and 
earnings  over  their  industry's  economic 
cycle. 

•  This  may  deny  conversion  opportunities  to 
some  hoteliers  that  are  not  denied  to  other 
real  estate  sectors — office  space,  for 
example. 

•  Hotel  performance  was  strong  throughout 
2006  and  is  projected  to  be  so  through 
2007,  whereas  condominium  markets  have 
performed  weakly  since  the  third  quarter  of 
2006.    This  suggests  that,  on  average, 
hotel  owners  should  have  less  interest  in 
conversion     to     luxury  condominiums; 
however,  conversion  incentives  still  exist. 
See  Appendix  B. 

•  Hotels    operate    more    profitably  and 
efficiently  under  a  business  model  that 
conditionally  permits  them  to  diversify  the 
use  of  their  rooms  through  conversion 
("Condotelization").  Hotel  operators  may 

rooms  throughout  the  industry  cycle  if  they 
are  permitted  to  mitigate  their  industry  risks 
through      partial     conversions  during 
downturns  (see  Appendix  A  for  details). 

Condo 
Buyers 

Neutral  to  Moderately  Adverse  Impact 

•  A  moratorium  reduces  the  stock  available 
for  sale  and  maintains  or  raises  prices  for 
prospective  buyers  by  diminishing  what 
would  otherwise  be  the  available  inventory 
of  condos  in  the  market. 

•  Current     condominium     market  trends 
indicate   waning    interest   in  upper-end 
condominiums  since  recently,  year-to-year 
price  declines  have  been  observed. 

•  Conversion  opportunities  for  hotel  owners 
reinforce  the  downward  trend  in  prices  as 
supplies  increase.  (See  Appendices  C.1- 
C.3). 
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Economic' 
Scorecard 

If  Proposal  Passes:  Extend  Moratorium 

Status  Quo:  Moratorium  Expires 

Employment 

Neutral 

•  Adverse  impact  to  specific  job  sectors  may 
occur  as  a  result  of  extending  the 
moratorium — such  as  construction  jobs 
foregone  due  to  fewer  conversions  for 
another  six  month  period. 

•  Such  foregone  job  opportunities  are  only 
temporary  and  offset  by  the  pace  of  job 
growth  in  the  City's  economy. 

•  Hotel  conversions  would  not  adversely 
impact  service  industry  employment 
due  to  increased  demand  for  labor  by 
new  local  hotel  space. 

•  Conversions  would  not  yield  the  same, 
net    adverse     impact    to  service 
employees  that  might  have  occurred 
when    the    oriainal    ordinance  was 

V  W  1  1  \s  II             II  1  Ks             w  1  1  \A  1  1  1  \A  1            V-^  1  \jl  1  1  1       1  1  W  V*             *  ■  *-4  \J 

passed  in  August  of  2005  because 
current    job    market    trends  show 
increasing  employment  opportunities 
across    many    related  occupational 
sectors. 

City 

Government 

Neutral  to  Moderately  Adverse  Impact 

•  For  every  100  luxury  hotel  rooms  the  City 
allows  conversion  into  30  luxury 
condominiums,  it  is  expected  to  raise 
incremental  revenues  in  the  range  of 
$461,714  and  $547,959  on  the 
conversion  year  and  by  $135,305  to 
$223,274  each  year  thereafter. 

•    As  of  February  17,  2007,  as  the 
moratorium  expires,  we  expect  some 
hotel  owners  to  apply  for  conversions 
and  for  the  City's  long-term  fiscal 
position  to  improve  as  a  result.  See 
Appendices  A  and  B. 

Risks 

Possible  Mitigating  Actions 

If  the  moratorium   expires,  then  some  service 
employees  might  lose  their  jobs  from  conversion 
approvals  in  the  short  run. 

•  Approved  conversions  may  be  contingent  on 
including  offers  of  severance  compensation  to 
such  employees  by  the  hotelier  as  part  of  the 
conversion  agreement. 

•  Imposing  impact  fees  as  part  of  conversion 
approval  might  include  workforce  development 
funding  for  the  provision  of  training  released 
workers  for  other  jobs. 

Lost  opportunities  accrue  to  owners  of  hotel  space 
who  are  unable  to  take  advantage  of  condominium 
conversion  opportunities  afforded  to  owners  of  other 
property  types  such  as  office  space  and  tenancies  in 
common. 

•    Create  a  process  for  partial  or  total  hotel 
conversions  in  which  City  government  sets  a 
floating  annual  limit  on  the  number  of  rooms 
converted,  similar  to  lottery  for  conversions  from 
tenancy  in  common  units  to  condominiums.  As 
many  as  659  rooms — or  2  percent  of  our  current 
hotel  room  stock  annually  over  the  next  few 
years — may  be  converted  without  adverse  impact 
to  the  City's  hotel  industry. 
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Appendix  A 

Hotel  Industry  Trends 


Three  key  factors  affect  the  hotel  industry:  Occupancy,  Average  Daily  Room  (ADR)  rates,  and  room  supply. 
San  Francisco,  the  Occupancy  and  Average  Daily  Room  Rates  are  summarized  below. 

1.  Occupancy  is  the  percent  of  rooms  in  use  by  guests  out  of  the  total  available.  The  percentage  of 
rooms  occupied  fluctuates  seasonally  during  the  year  as  visitors,  conventioneers  and  business 
travelers  come  to  the  City.  Summer  months  tend  to  exhibit  high  occupancy  of  rooms,  while  winter 
months  exhibit  high  vacancy.  The  most  recent  lowest  point  in  monthly  average  occupancy 
occurred  in  the  winter  months  of  2001-2002,  when  nearly  50  percent  of  all  rooms  were  vacant,  on 
average.  More  recently,  the  last  two  quarters  of  2006  show  a  trend  toward  increasing  occupancy 
from  the  low  60  percent  to  the  high  80  percent  range.  Such  levels  of  occupancy  are  comparable  to 
the  dot-com  boom  years  when  we  consider  that,  over  the  past  few  years,  more  hotel  rooms  have 
been  added  to  the  City's  supply  stock. 


San  Francisco  Hotel  Occupancy  and  Average  Daily  Room  Rates:  1998  -  2006 
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2.  Average  Daily  Room  Rate  is  the  average  of  a  large  sample  of  prices  per  day  paid  for  rooms  in 
many  different  hotels  throughout  a  month.  The  above  graph  shows  that  ADR  is  also  recovering 
from  the  recessionary  effects  of  the  dot-com  bust. 

3.  Room  supply  is  the  count  of  hotel  rooms  available  in  the  City  (capacity).  The  San  Francisco 
Convention  and  Visitors  Bureau  reported  the  total  stock  of  hotel  rooms  for  the  City  at  32,866  as  of 
December  2005,  including  476  rooms  that  were  added  at  the  Hotel  Vitale  in  March  2005  and  St. 
Regis  Hotel  in  November  2005.  In  2006,  86  rooms  were  added  to  the  supply  of  rooms  when  the 
Orchard  Garden  Hotel  opened.  This  results  in  the  City's  current  hotel  capacity  of  32,952  rooms. 

At  least  another  550  rooms  will  be  added  to  the  stock  of  rooms  in  November  of  2007,  when  the 
Intercontinental  Hotel  is  completed  and  ready  for  occupancy.  Another  702  rooms  are  in  planning — 
132  rooms  at  144  King  Street,  70  rooms  at  Fifth  Street  and  Townsend,  and  approximately  500 
rooms  at  Third  Street  and  Channel.  Therefore,  supply  is  scheduled  to  grow  by  1,252  rooms  over 
the  next  two  years,  or  by  1 .9  percent,  annually. 


The  observed  occupancy  trends  reported  above  suggest  that  our  City's  room  capacity  is  more  than 
sufficient  to  support  demand  growth.  At  the  height  of  the  dot-com  boom,  an  economic  bubble  environment, 
occupancy  peaked  at  91 .7  percent  (June  2000).  This  suggests  that  monthly  average  room  vacancies  of  at 
least  10  percent  (an  average  of  at  least  3,295  vacant  rooms)  are  present  even  at  peak  seasonal  times.  At 
troughs,  room  demand  leaves  up  to  40  percent  of  hotel  capacity  idle  (as  many  as  13,180  rooms) — cash 
flows  for  hotels  and  corresponding  tax  revenue  for  the  City  are  depressed.  These  numbers  suggest  that  it 
is  practically  impossible  for  a  visitor  to  be  unable  to  find  a  room  in  a  hotel  in  the  City  on  any  given  day  of 
any  given  month,  even  without  adding  room  capacity  over  the  coming  years.1 

Notwithstanding  growth  in  the  City's  hotel  room  capacity,  the  City  could  easily  permit  at  least  2  percent  (or 
659  hotel  rooms)  of  existing  hotel  room  stock  to  convert  to  condominiums  over  the  next  two  years  without 
adversely  impacting  its  tourism  service  capabilities — or  hotel  tax  revenues — even  at  peak  utilization  times, 
such  as  during  Oracle  World. 

In  fact,  conversions  to  residential  property  would  enhance  the  likelihood  of  hotel  profitability  and  local  tax 
revenue  increases  as  hoteliers  would  likely  have  increased  pricing  power  (more  rooms  increase  likelihood 
of  deeper  discounting — see  also  Appendix  B  for  fiscal  illustration  example).  Allowing  for  further  expansion 
in  hotel  rooms,  the  number  of  permissible  room  conversions  exceeds  659,  since  the  nearly  10%  average 
vacancy  rate  in  hotel  room  usage  can  easily  accommodate  highest  observable  room  demand  without  loss 
of  visitors  or  their  spending  power. 

A  typical  San  Francisco  luxury  hotel  contemplating  conversion  of  100  luxury  hotel  rooms  to  30  luxury 
condominiums  would  have,  on  average,  a  net  incentive  of  $19.17  million  from  such  conversion  application. 
This  incentive  translates  into  a  net  gain  from  conversion  of  $191,737  per  luxury  hotel  room,  or  $639,125  per 
luxury  condominium.  If  the  hotel  applicant  were  the  beneficiary  of  an  approved  assessment  appeal,  the  net 
incentive  to  convert  the  space  would  be  diminished  in  proportion  to  the  increased  value  in  operating  the 
space  as  a  luxury  hotel  from  the  net  additional  cash  flow  that  the  reduced  property  tax  bill  represents. 
Under  such  circumstances,  the  same  100  luxury  room  conversion  would  offer  the  hotel  operator  a  net 
benefit  of  $18.73  million.  This  incentive  translates  into  a  net  gain  from  conversion  of  $187,330  per  luxury 
hotel  room,  or  $624,433  per  luxury  condominium.  Refer  to  the  following  table  for  more  details  on  the  hotel 
owner's  perspective.  For  the  City  government's  perspective,  see  Appendix  B. 


Owner's  Perspective  -  Gioss  Revenue 

Net  Revenue 

.„  _              ,          ,     Converting  to    Net  Revenue  After 
100-Room        Appioved  . 

.,           ...         Luxury            After  Conversion 
Luxury  Hotel       Appealed         _    .                               ....  , 
1                "  .               Condos         Conversion     with  Appioved 
Value                                                   .  . 

Appeal 

Annual  Hotel  Room  Revenue-100  Luxury  Rooms 

Property  Sales  Revenue-30  Luxury  Condominiums 

Cost  of  Conversion  to  Condos-Leaving  Gross  Square  Footage  Intact 

Annual  Maintenance  Service  Revenue 

J      7,154,000   J     7,154,000   $            -      $    (7,154,000)  $  (7,154,000) 
$             -      $                  J   48,750,000   $    48,750,000    i  48,750,000 

$    (3,930,000)  $    (3,930,000)  $  (3,930,000) 
J              -      $            -      $       270,000    $       270,000    $  270,000 

Subtotal 

$      7,154,000   $     7,154,000   $   45,090,000   $    37<"Knnn_..i  n  d^goo 

Estimated  Market  Value  by  Capitalization  Approach  of  100-room 

Hotel      [assuminq  By.  Cap  Rate,  and  30'/.  Net  OperatinQ  Income  to  Gross  Revenuel 

$     26,827,500   $   27,268,235   $   46,001,250  (^19,173,750    $  18,733,015^) 

Real  Estate  at  Market  Value  (fp301.800  pet  hotel  room  lor  iOOIuiiury  hotel  looms) 

$     30,180,000   $   30,180,000   $   44,820,000   I    14,640,000    \  14,640,000 

1  Hotel  business  risks  may  be  mitigated  by  reducing  cash  flow  risks,  through  disposing  of  lesser  productive  assets  in  the 
portfolio  mix  of  hotel  chains,  or  converting  such  hotels  into  a  mixture  of  residential  (owner  occupied)  and  commercial 
(guest/visitor  occupied)  uses.  In  some  cases,  a  hotel  may  sell  some  of  the  rooms  to  persons  or  households  interested  in 
living  in  spaces  that  provide  luxury  accommodations.  In  addition,  asset  disposal  by  hotel  companies  permits  the  market  to 
adjust  for  the  highest  and  best  use  and  to  maximize  profit  while  still  being  able  to  maintain  control  of  high-return  property 
management  services. 


6 


Appendix  B 

Tax  Revenue  Analysis  of  a  Conversion:  An  Illustration 

The  following  illustrates  a  hypothetical  conversion  of  a  luxury  hotel  tower  with  100  rooms  being 
converted  to  30  luxury  condominiums  under  the  following  conditions: 


General  Fund  Illustration  of  Revenue  Impact 
Simulated  Hotel 

Assumed 
Conditions 

Proposed  #  of  Conversions 

100 

Resulting  #of  Condos 

30 

RS  Means  Median  Cost  of  Condo  Conversion  Costs  per  Unit 

$ 

131 ,000 

Average  Hotel  Room  Selling  Price  From  Recent  Transactions 

$ 

301 ,600 

Capitalization  Rate  for  Luxury  Hotels 

8.0% 

Assumed  Condo  Price 

$ 

1,625,000 

Property  Tax  (1.135%  Rate) 

$ 

18,444 

Relative  to  Current  Room  NAV 

2.1 

Relative  to  Appeal  Room  NAV 

1.5 

Loss  of  Tourism  per  Converted  Room 

-5.0% 

Average  Sales-Taxable  Spending  Per  Day 

% 

218 

Assumed  Staff  per  1  Hotel  Room 

0.28 

Average  NAV  per  Luxury  Hotel  Room 

$ 

229,954 

Average  NAV  for  All  City  Hotel  Room 

$ 

137,130 

Approved  Appealed  Average  NAV  per  Luxury  Hotel  Room 

$ 

169,154 

Based  on  the  above  conditions,  the  following  table  summarizes  market  conditions  that  reflect  the 
current  City  luxury  hotel  trends  and  their  imputed  effect  on  City  tax  revenues  from  hotel  activity. 


Average  Tax  Revenues  for  a  Luxury  Hotel  Room 

Assumed 
Conditions 

Pei  room 

ADR 

$  280 

Occupancy 

70.0% 

Nights  per  Year 

365 

Hotel  Tax  Rate 

14.0% 

Total  Hotel  Tax  Revenue 

$  10,016 

Average  Net  Assessed  Value  (NAV) 

$  229.954 

Property  Tax  -  General  Fund 

$      1 ,304 

Property  Tax  -  3  Special  Revenue  Funds 

$  184 

Property  Tax  -  Other 

$  1,123 

Total  Property  Tax 

5  2,610 

Based  on  the  above,  the  additional  tax  revenues  to  City  government  from  conversion  (property  taxes 
and  transfer  taxes)  more  than  offset  any  potential  decrease  in  hotel,  payroll  or  sales  taxes.  Moreover, 
the  expense  allocation  of  tax  revenues  for  programs  that  stand  to  lose  funding  could  be  backfilled  by 
the  property  and  transfer  tax  gains  from  permitting  conversion. 
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Tax  Revenues  fiom  Allowing  Conversion  of  100 
Luxuiy  Hotel  Rooms  to  30  Luxury  Condominiums 

.,       Revenue  Aftei 
Assuming                         Revenue  Aftei  ... 
.         J,     Converting  to     „         .  Conversion 
100-Room         Approved          .                 Conversion         .   „,  . 
...       .        1   1          Luxuiy        .             ..  Assuming 
Luxury  Hotel       Appealed                £       Assuming  No  Approved 
Value                                Appeal  Appea| 

Allocated  to  Genei.il  Fund  Uses 

Property  Tax  (@  100  rooms  with  $291,910  WAV  per  room) 

Real  Properly  Transfer  Tax 
Payroll  Tax 
Business  License  Tax 

Sales  Tax  {@1X  for  local  government) 

Hotel  Room  Tax 
Utility  User  Tax 

Total  -  Fiist  Yeai 
Total  -  Annual  Recurring 
Total  -  Two  Ye.ii  Average 

$         130,350   5         76,106   $       276,342    $        145,992    $  200,236 
n/a                  n/a          $       365,625    $       365,625    $  365,625 
$           17,648    I         17,648    %             -       %         (17,648)  %  (17,648) 
$             500   5            500   $            500    $            -  5 
$          55,609    %        55,609    $        52,828   J          (2,780)  $  (2,780) 
$        6BB.072   $       688,072    $       653,668    $        (34,404)  $  (34,404) 
same               same              same         $  5 

$         892,179    $       837,934    5     1,348,964    $       456,785    $  511,029 
$         910,022   $       B54.693    $     1,040,299    $        130,277    $  185,606 
$         901,100    5       846,314    $     1,194,631    $       293,531    %  348,318 

Allocated  to  Non-Geneial  Fund  Uses 
Property  Tax  [i] 
Hotel  Taxes  [2] 

Total  -  First  Yeai 
Total  -  Annual  Reaming 
Total  -  Two  Year  Average 

$         1 0B  ,722   $         76,722   $       129,326    $         20,604    %  52,604 
$        313,488   $       313.4BB    $       297.B14    $        (15,674)  $  (15,674) 

I         422,210   5       390,210   $       427,140   $          4,929    5  36,929 
$        430,655   $       398,015   $       435,682   $          5,028    $  37,668 
$         426,432   $       394,112   $       431,411    $          4,979    $  37,299 

Allocated  to  all  City  Genei  al  Fund  &  Non-Geneial  Fund  Uses 

Total  -  First  Yeai 
Total  -  Annual  Reclining 
Total  -  Two  Year  Average 

5       1,314,389   I     1,228,145   $     1,776,103    ^461,714    %  54735SV 
$       1,340,677   $     1,252,707    $     1,475,981    |        135,305    $      223,274  ] 
$       1,327,533   $     1,240,426   $     1,626,042   V     298,510    $  3B5,616^ 

[1]  Children's  Fund,  Open  Space  Fund  and  Library  Preservation  Fund  ^^^^^^m^^^^^^^^ 

[2]  War  Memorial,  Convention  Facilities,  Yerba  Buana  Gardens,  Low-Income  Rental  Assistance  Funding 

The  City  would  receive  net  additional  revenues  for  all  City  funds  in  the  amount  of  $461,714  for 
allowing  the  conversion  of  100  luxury  hotel  rooms  into  30  luxury  condominiums  in  the  first  year 
(conversion  year),  and  a  recurring  amount  of  $135,305  that  should  grow  at  a  rate  of  2  percent  each 
subsequent  year.  This  amounts  to  $4,617  per  foregone  luxury  hotel-room  or  $15,390  per  luxury 
condominium  during  the  conversion  year,  and  $1,353  per  foregone  luxury  hotel  room,  or  $4,510  for 
each  additional  luxury  condominium  thereafter — perpetually  growing  at  a  2  percent  per  year  after  the 
second  year. 

If  the  conversion  is  done  by  a  hotel  that  received  approval  for  a  reduced  assessment,  the  benefit  from 
allowing  luxury  hotel  conversions  are  greater  in  direct  proportion  to  the  magnitude  of  the  appeal.  For 
the  illustrated  appeal,  in  which  a  26.44  percent  reduction  in  the  assessed  value  is  approved  by  the 
County  Assessor,  the  gains  from  allowing  conversion  of  100  luxury  hotel  rooms  to  30  luxury 
condominiums  amount  to  $547,959  for  the  first  year  and  $223,274  thereafter.  Comparably,  this 
amounts  to  $5,479  per  foregone  luxury  hotel-room  or  $18,265  per  luxury  condominium  during  the 
conversion  year,  and  $2,233  per  foregone  luxury  hotel  room,  or  $7,442  for  each  additional  luxury 
condominium  thereafter — perpetually  growing  at  a  2  percent  per  year  after  the  second  year. 
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Appendix  C.1 

Housing  Markets:  Condominiums  prices  compared  to  all  residential  home  selling 
prices 

As  of  the  third  quarter  of  this  year,  the  San  Francisco  metropolitan  area  housing  markets  still  showed  average 
home  selling  price  increases  of  3.8  percent  from  one  year  prior. 


Percent 

...  -  Median  Piice.      by  .     Annual  Peicen 

Housiny  Metio  Area  Slate  .   .  nnA  '       Change  in 

J  in  >1,000s      Median      .,   ..  Change  in 

r>  •  Median  J 

Puce         n  .  Median  Puce 

Puce 


San  Francisco-Oakland-Fremont 

CA 

$  749.40 

1 

3.80% 

58 

San  Jose-Sunnyvale-Santa  Clara 

CA 

$  747.40 

2 

0.00% 

103 

Anaheim-Santa  Ana  (Orange  Co.) 

CA 

$  705.00 

3 

-0.80% 

113 

Honolulu 

HI 

$  635.00 

4 

3.30% 

65 

San  Diego-Carlsbad-San  Marcos 

CA 

$  601.90 

5 

-2.10% 

119 

Los  Angeles-Long  Beach-Santa  Ana 

CA 

$  582.00 

6 

5.20% 

42 

New  York-Wayne-White  Plains 

NY-NJ 

$  55B.60 

7 

4.70% 

50 

New  York-Northern  New  Jersey-Long  Island 

NY-NJ-PA 

$  477.70 

8 

3.60% 

62 

NY:  Nassau-Suffolk 

NY 

$          471 .40 

9 

0.10% 

102 

Bridgeport-Stamford-Norwalk 

CT 

$  466.60 

10 

-2.20% 

121 

Source:  National  Association  of  Realtors,  September  2006  Apartment  Prices. 

The  City's  single  family  housing  market  is  faring  better  than  the  condominium  market  segment.  While  San 
Francisco  remains  the  most  expensive  market  in  the  country,  it  is  one  of  the  few  high-value  markets  that 
continues  to  appreciate — a  trend  more  prevalent  in  the  western  states,  where — transactions  volume  is  in 
decline  and  inventory  of  new  homes  for  sale  is  growing — market  conditions  are  pointing  towards  a  downward 
pressure  on  future  market  prices — or  at  least  a  reduction  in  the  rate  of  appreciation-but  not  necessarily  a 
correction  or  a  "bubble-burst". 

The  San  Francisco  metropolitan  area  condominium  market  is  the  most  expensive  in  the  nation.  However, 
condo  prices  are  below  most  other  residential  property  form  transacting  in  San  Francisco. 


Condominium  prices  over  the  same  period  declined  by  3.8  percent. 


Condominium  Metio  Aiea 

State 

Median  Price  in 
$  1,000s 

Rank  by 
Median 
Piice 

Annual 
Peicent 
Change  iir 
Median 
Piice 

Rank  by  Annual 
Peicent 
Change  in 
Median  Piice 

San  Francisco-Oakland-Fremont 

CA 

$600.60 

1 

-3.80% 

44 

Los  Angeles-Long  Beach-Santa  Ana 

CA 

$384.50 

2 

-5.30% 

51 

San  Diego-Carlsbad-San  Marcos 

CA 

$361.10 

3 

-6.40% 

54 

NY:  Newark-Union 

NJ-PA 

$326.00 

4 

4.80% 

20 

Honolulu 

HI 

$315.00 

5 

12.50% 

7 

Boston-Cambridge-Quincy 

MA-NH 

$300.80 

6 

-1  90% 

41 

NY.Edison 

NJ 

$293.50 

7 

-0.40% 

33 

Washington- Arlington- Alexandria 

DC-VA-MD-WV 

$291.90 

8 

-580% 

53 

Bridgeport-Stamford-Norwalk 

CT 

$283.70 

9 

7.10% 

16 

Sarasota-Bradenton- Venice 

FL 

$275.60 

10 

-1 1 .00% 

57 

Source:  National  Association  of  Realtors,  September  2006  Apartment  Prices. 
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Appendix  C.2 

San  Francisco  Housing  Stock  of  Condominiums  relative  to  all  Residential  Dwellings 


While  condos  represent  a  growing  share  of  the  City's  housing  stock,  they  by  no  means  represent  the  majority  of 
residential  dwellings.  Moreover,  condominiums  offer  opportunities  for  ownership  to  a  broader  base  of  potential 
home  buyers  since  they  tend  to  be  lower  priced  than  single  family  homes. 


Changing  Composition  of  Residential  Parcels  in  San  Francisco 

120,000  - 

EJAII  Other  Single-Family  Residential  Parcels  □Condominium  0AII  other  Multi-Family  Residential  Parcels 


100.000    95,758  95,796  95,816  95,814  95,820  96,103 


80.000 


c 

3 
O 

-  60,000 

o 

o 

IS 


2001  2002  2003  2004  2005  2006 

Year 
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San  Francisco  Assessor's  Office  Residential  Parcel  Count:  July  1,  2006 


2  Dwellings  Flats  &  Duplex  Town  House  1  Flat  &  Apt  Bldg 

86  20,997  119  39 

0°5%  12_8g%  0.07%  0.02% 


0.00% 


Condominiums  make  up  18.9  percent  of  our  housing  stock  as  of  2006.  A  two-year  period  of  large  growth  in 
condominium  development  occurred  during  the  years  2003  and  2004,  when  nearly  5,000  condo  units  were 
added  to  the  housing  stock,  according  to  recorded  property  rolls.  These  units  produced  a  substantial, 
permanent  increase  to  the  City's  property  tax  revenues. 


Son  Francisco  Assessoi-Recoidei 
Real  Estate  By  Class 
As  of  July  1.2006 
Class  Roll  Paicel  Count 


July  1.2006  July  1.2005  July  1.2005  July  1.2004  July  1.2003  July  1.  2002  July  1.  2001 


Single  Family  Residential 

Dwellings 

95.776 

95,820 

95,820 

95,814 

95.B16 

95,796 

95.758 

Dwelling  Below  Market  Rate  (BMR) 

82  - 

Live/Work  Condominium  BMR 

3  - 

Condominium  BMR 

242  - 

All  Single-Family  Residential  Parcels 

96,103 

95,820 

95,820 

95,814 

95,816 

95,796 

95,758 

Multi-Family  Residential 

Condominium 

30,816 

29,110 

29,110 

28,290 

23,626 

23,209 

22,179 

Apartments 

12,742 

12,815 

12,815 

12,763 

13,091 

13,159 

12.758 

Coop  Units 

1,105 

1,047 

1,047 

645 

224 

236 

237 

Coop  Segregated 

510 

568 

568 

602 

Dwelling- Apartments 

338 

336 

336 

332 

335 

316 

308 

2  Dwellings 

86 

87 

87 

84 

70 

65 

60 

1  Flat  &  Dwelling  -  1  Parcel 

21 

19 

19 

19 

14 

15 

15 

Flats  &  Duplex 

20,997 

21 ,022 

21 ,022 

21 ,063 

21 ,657 

21 ,796 

21 .749 

1  Flat  &  Apt  Bldg 

39 

36 

36 

34 

34 

37 

38 

Town  House 

119 

118 

118 

118 

118 

118 

118 

All  Multi-Family  Residential  Parcels 

35,957 

36,048 

36,048 

35,660 

35,543 

35,742 

35.283 

All  Residential  Paicels 

132,060 

131,868 

131 ,868 

131 ,474 

131 ,359 

131,538 

131 .041 
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San  Francisco  Condominium  Stock  and  Growth 
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Appendix  C.3 

Explaining  residential  home  selling  prices  in  San  Francisco 

The  very  high  home  prices  in  San  Francisco  over  the  rest  of  the  country  are  explained  by  fundamental  supply 
and  demand  forces. 

Pre-Loma  Prieta,  from  1981  to  1989,  home  selling  price  increases  are  well  explained  by  sharply  declining 
mortgage  rates  and  increasing  magnitude  and  volatility  in  single  unit  permits:  home  prices  rose  mildly  and 
steadily  due  to  these  counteracting  forces. 

Following  the  Loma  Prieta  earthquake  and  California's  short  recession  in  the  early  1990's,  housing  demand  and 
income  leveled.  Relatively  low  supply  growth  represented  by  the  flat  trend  in  1  -unit  permits  in  San  Francisco, 
and  slowly  declining  interest  rates  resulted  in  home  prices  that  tended  to  remain  relatively  constant  through 
1997. 

During  the  late  1990's,  both  mortgage  rates  and  new,  high-end  building  activity  reinforced  sharp,  upward  home 
selling  price  shifts.  While  mortgage  markets  are  not  influenced  by  local  policy,  permit  activity  is.  Thus,  a 
constrained  supply  of  single  family  residences  is  one  key  factor  that  helps  to  explain  the  rapid  increase  in 
observed  selling  prices  in  all  housing  market  segments.  As  buyers  of  high-end  property  are  bid  out  of  single 
family  detached  homes,  they  opt  to  stay  in  the  area  and  bid  up  other  housing  market  segments. 


San  Francisco  home  selling  price  index,  residential  permits  and  mortgage  rates:  1980  -2005 


300  t  -  18.0 


0.0 


13 


Bibliography 


1.  Baldwin,  Richard,  et.  al.,  Economic  Geography  and  Public  Policy,  Princeton  University  Press,  Princeton, 
NJ,  2003. 

2.  Bell  Global  Media  Writer: 

a.  "Icahn  puts  Fairmont  into  play,"  Elizabeth  Chruch,  Bell  global  media  writer. 

b.  "Private  equity  homes  in  on  Fairmont,"  Elizabeth  Chruch  and  Andrew  Willis,  Bell  global  media 
writers. 

3.  City  and  County  of  San  Francisco: 

a.  Website,  www.sfqov.org 

b.  Assessor-Recorder's  Office 

c.  Board  of  Supervisor's  Website: 

i.  http://www.sfgov.org/site/uploadedfiles/bdsupvrs/ordinances05/o0214-05.pdf 

ii.  http://www.sfgov.org/site/bdsupvrs  index.asp?id=4383 

d.  Controller's  Office  Website, 

i.  http://www.sfgov.org/site/controller  index. asp 

ii.  http://www.sfgov.org/site/uploadedfiles/controller/reports/FY2004- 
2005NineMonthRptRev.pdf 

iii.  http://www.sfgov.org/site/controller  page. asp?id=1 830 

e.  Mayor's  Office  Website,  http://www.sfgov.org/site/mayor  index. asp 

i.   Mayor's     Office     of     Economic     &     Workforce     Development  Department, 
http://www.sfgov.org/site/moed  index. asp. 

4.  California  Labor  &  Workforce  Development  Agency,  http://www.labor.ca.gov/panel/ 

5.  California  Association  for  Local  Economic  Development,  http://www.caled.org/ 

6.  Avoid  these  errors  in  1031  exchanges,  Perri  Capell,  2005 

7.  http://sfpl4.sfpl.org/pdffiles/November2_2004.pdf 

8.  Corgel,  John  G.,  Predictive  powers  of  hotel  cycles,  working  paper,  Cornell  University,  2004 

9.  Corgel,  John  G.,  Is  the  Hotel  Industry  Smart  Enough  to  Avoid  Overbuilding:  Ten  Reasons  Why  Real  Estate 
Markets  Become  Overbuilt,  working  paper,  Cornell  University. 

10.  Fairmont  Hotel  and  Resorts  Investor  Presentation,  December  2005. 

11.  National  Association  of  Realtors,  September  2006. 

12.  O'Flaherty,  Brendan,  City  Economics,  Harvard  University  Press,  Cambridge,  MA,  2005. 

13.  PKF  Consulting  and  Hospitality  Research  Group,  2003  U.S.  Hotel  Profit  Loss  To  Be  Reversed  in 
2004:  Expense  Creep  and  Control  Influence  Profitability. 

14.  PKF  Consulting  and  Hospitality  Research  Group,  TRENDS  In  the  Hotel  Industry,  October  2006. 

15.  Public  Policy  Institute  of  California,  www.ppic.org. 

16.  RS  Means,  Inc.  http://www.realestateiournal.com/,  costing  commercial  and  residential  projects. 

17.  San  Francisco  Chronicle: 

a.  "San  Francisco  Hotel  workers  union,  City  reach  condo  deal:  Accord  brings  18-month  halt  to  any 
conversions,  Rachel  Gordon,  Chronicle  Staff  Writer. 

b.  "More  hotels  are  creating  condos,"  David  Armstrong,  Chronicle  Staff  Writer. 

18.  San  Francisco  Conventions  and  Visitors  Bureau  Web  Site,  http://www.sfcvb.org/research/. 

19.  San  Francisco  Examiner: 

a.  "Condo  conversion  applications  pile  up  at  Planning  Department:  Redwood  City  Commission  to 
review  policy,"  Josh  Wein,  Examiner  staff  writer. 

b.  "Fairmont  compromise  reached:  Hotel-to-condo  ban  only  to  affect  largest  structures,"  By  Jo 
Stanley,  Examiner  Staff  Writer. 

20.  State  of  California: 

a.  Department  of  Finance:  http://www.dof.ca.gov/ . 

b.  Department  of  Employment  Development:  http://www.edd.ca.gov/. 

21.  Serlen,  Bruce.  "NYC  Hoteliers  Seduced  By  Condominium  Conversions". 


N:\ANALYSIS\Office    of    Economic   Analysis\Legislative    Impact    Reporting\Completed\Extending    the    Tourist    Hotel  Conversion 

061536\OEA_EIR_extendingconversionbanoftouristhotels_061536_Final.doc 


14 


I 


